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Abstract 
The subject of the article is also determination of key issues related to accounting and tax legislation, including the monitoring of 
financial indicators, for example return on equity (ROE) and return on assets (ROA), indicators of cash flow (CF). Financial 
analysis is an essential resource accounting, as a basis for calculating the indicators, which provide a complete picture of the 
economic situation of the company. The quality of accounting (financial) statements of the company depends on the quality of 
financial indicators and their predictive ability. It is therefore important for the company and the financial analysis that is part of 
the financial statements. In this context are also explored areas: performance-production (power and influence of accounting 
legislation), organizational and sectoral level (NACE) and the production (number of employees), building on existing theory and 
practice in relation to accounting and tax legislation in terms of the Czech Republic and its changes since 2016. 
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1. Indroduction 
Every business entity if it wishes to succeed on the market in terms of claims that are placed upon it by various 
regulations and laws must be in their business activities able to rely on tax and accounting professionals. However, 
since the legal basis regarding tax matters are now in the Czech Republic constantly revised, the requirements for 
development of education on the financial field are growing too. In this context, we conducted an analysis of small 
and medium enterprises in the Olomouc region of the Czech Republic. We mainly focused on the structure of the 
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segment of small and medium-sized enterprises (SMEs) and according to the usual correlation parameters in the 
level of performance-production (power and influence of accounting legislation), organizational and sectoral level 
(NACE, classification of economic activities) and the level of production factors (number of employees) in 
continuity of current theory and practice relating to accounting, financial and tax legislation in the Czech Republic 
and its changes since 2016. The article aims to show how the Czech Republic leads a group of small and medium 
enterprises in the Olomouc region, which belongs among the important parts of the corporate sector and the 
economy, including their performance view of the company development. The first part of the article is a 
comparison of the current and future state of development of enterprises, small and medium enterprises, this section 
is primarily focused on the upcoming changes in the amendment to the Accounting Act of 2016, which in the 
coming years will affect the development of SMEs and this part shows the geographical layout of the examined 
parameters. The second part is methodological and third part presents the results of research conducted among 
businesses in the period 2008 - 2012. The final part is the evaluation of the current development of SMEs and 
upcoming changes related to accounting legislation.  
1.1. Determination and analysis of the current state of the upcoming changes with effect from 1. January 2016 
The Czech Republic but also Slovakia and other countries of central and eastern Europe, from 1. May 2004 
joined the European Union (EU), or in a later period, and in the post-accession to the European Union and its 
membership, connected EU countries could not ignore the requirements of harmonization in this group of countries. 
Accounting and tax procedures must meet not only the needs of individual countries but also EU regulations and 
simultaneously meet the requirements of international capital markets. One of the major changes accompanying the 
transformation and connection with a number of major changes will be the year 2016. If we made a deeper analysis 
and comparison of these changes, we could say that the changes are comparable with the year 2004, when the 
efficiency of a key amendment to the Accounting Act is dated, the issue of Czech national accounting standards and 
implementing regulations to the Accounting Act. The aim of the amendment to the Accounting Act from the year 
2016 is the transposition of the EU Directive on the annual accounts, the consolidated financial statements and 
related reports of certain types of companies. Directive assigned the individual Member States to apply the modified 
legislation for the first time on the financial statements prepared for the financial year beginning on 1 January 2016 
or during the calendar year 2016. The Ministry of Finance simultaneously also prepared a draft amendment to 
Decree No. 500/2002 Coll. Amendment of the decree implementing the law on accounting for business entity has 
changed the structure of reporting and accounting of inventory and assets. The amendment is based on the updated 
amendment to the Accounting Act, which introduces a new classification in business entities, thus new 
categorization entities and categorize consolidation groups. They will be differentiated depending on the size of 
assets, net turnover and average number of employees. They are divided into large, medium, small and micro entity. 
Obligation to have their financial statements audited, and prepare a balance sheet, profit and loss statement and 
notes to the financial statements in full will have large and medium sized entity, but small and micro entity will have 
some simplification or exemption.  
Due to the change of the Accounting Act further legislative adjustments are also designed: 
x new financial statements (balance sheet and profit and loss statement) in a full extent and a reduced extent 
(including a new layout and labeling items and new items and an updated content). 
x new notes to the financial statements (the division by category of entities) to small, micro, medium and large 
entity 
x small and micro entity, which are not required to have their financial statements audited, show only basic 
information, 
x small and micro entities which are obliged to have financial statements audited, give basic information and 
additional information part, 
x medium and large entity give basic information and any other information, 
x large entity include moreover additional information. 
 
530   Eva Sikorová et al. /  Procedia Economics and Finance  34 ( 2015 )  528 – 534 
The amendment to the Accounting Act distinguishes between: the accounts in full and abridged format, as well 
as single-entry bookkeeping and tax records.  
In this context, there are some publications that in 2004 were the basis for determination and analysis of the Czech 
accounting in accordance with the Czech Republic's accession to the European Union, but also that in 2015, in its 
current releases characterize 10 years of the Czech Republic after the accession to the European Union and 
determine based on their own surveys also relevant changes in particular to small and medium-sized enterprises. 
Among the authors who have been dedicating with tax and accounting topics for a long term, we can include David 
(2015), Häntsch and Huchzermeier (2016), Král (2011), Kovalčíková (2008), Široký and Střílková (2014) or 
Baštincová (2012), Kovanicová (2012), Kyslingerová (2010), Sedláček (2005) and many other prominent experts 
with whom the authors participated in some of copyright publications and cooperation in professional associations 
and organizations. Some publications that directly affect the period under review and comparison of the current state 
of accounting and tax legislation provide the following overview author Sikorová (2006) or legislation of Ministry 
of  Finance of the Czech Republic (2015) and the Chamber of Auditors of the Czech Republic (2015). 
1.2. Spatial arrangement of small and medium-sized  enterprises in the Olomouc region 
From an economic perspective, it is interesting to have a look also at the geographic layout of SMEs in the 
Olomouc region. The spatial arrangement characterised by the financial leverage of SMEs, Fig. 1, shows that the 
greatest degree of utilization of foreign capital is in the companies based in town Olomouc, Prostějov and Přerov. It 
can be observed that companies show a greater return on equity at inflow of foreign capital and it is obvious that this 
situation is favourable for investors, and this is referred to as a positive leverage effect. Fig. 1 shows the CFS of 
small and medium enterprises in the north of the region, indicating the cash flows difficulties. On the contrary, as far 
as companies located near large cities such as Olomouc, Přerov, and Prostějov, leading from the southeast to the 
northwest are concerned, this indicator is not affected by a lack of cash flows because these areas have a better 
infrastructure as well as links between businesses or populated areas, which is significant and has a positive impact 
on local businesses because they are able to generate financial surpluses which can be used for example to fund 
major investments and strengthen their position on the market. 
 






















Fig. 1. (a) spatial projection of the financial leverage; (b) spatial projection of cash flow. 
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Due to the aim of the investigation was elected the perspective of production factors parameter: the number of 
employees of SMEs, according to which we classify the company into several segments: 
 
Due to the change of the Accounting Act further legislative adjustments are also designed: 
x medium-sized enterprises employing less than 250 people, 
x small-sized enterprises employing less than 50 people, 
x micro-sized enterprises employing less than 10 people. 
 
As shown in Fig. 2, the largest position in the SME segment in the region is the smallest group of enterprises 
employing fewer than 10 people and companies in this segment is primarily centered around larger towns Olomouc, 
Prerov, and Prostejov Sumperk. Most people in these cities business, do not always have to be a corresponding 
increase in product business, but only a substitute employment relationship because the average firm size is 1.2 
persons employed. 
 
























Fig. 2. (a) spatial distribution of micro-enterprises in the Olomouc region; (b) view of the classification of economic activities in town 
Olomouc. 
 
It has a very specific role and indicator describing organizational and sectoral level NACE (classification of 
economic activities). Information on NACE from a geographical point of view is shown in Fig. 2 and in the year 
2012 view of the city of Olomouc, because most enterprises are located here. From a sectoral point of view here 
predominant activity according to NACE No. 46: Wholesale trade, except of motor vehicles. 
2. Material and Methods 
The primary aim of the research was to map out primarily a performance-production plane linked on 
organizational plane and factors of production businesses for business of small and medium-sized enterprises of the 
Olomouc region of the Czech Republic, building on existing theory and practice relating to accounting, financial and 
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tax legislation in the Czech Republic and the upcoming accounting changes since 2016.   
Taking into consideration the aim of the research, a short-term research of the primary information of descriptive 
character was chosen. A documentary analysis of the data was carried out. The data was obtained through a database 
accessible through the website portal www.justice.cz which is administered for the Ministry of Justice by the 
company Telefónica O2 Business Solutions. Additional data was obtained from the websites of companies (from 
their balance sheets and profit & loss statements) and from official lists and directories of the Czech Statistical 
Office. The data was obtained from 1050 companies, cleaned and 706 business entities were used for the research. 
In that context, the comparison of results obtained in the surveyed period was carried out, determination of trends in 
business activity at the surveyed small and medium enterprises. Interesting feature is in the context, the geographic 
distribution of the sample SMEs and links to related accounting, tax and legal aspects, including legal form of 
business. For individual respondents were surveyed ensuing changes related to the development of their business 
over the period considered, and in direct relation with the focus on the performance of the surveyed companies. In 
that context, the comparison of results obtained in the years 2008 - 2012 was carried out and determination of trends 
in business activity at the surveyed small and medium enterprises. 
Due to the aim of analysis, were examined from the balance sheet of business entities indicators characterizing 
the performance-plane-production: 
x financial leverage which evaluates the benefits of debt financing, i.e. testifies whether there is a sort of influence 
of the leverage between return on equity (ROE) and return on assets (ROA),  
x cash flow to sales (CFS). The indicator cash flow (CF) is influenced by a number of economic factors, the sales 
indicator was chosen because it has a significant impact on the market economy and CFS characterises internal 
financial capabilities of a company. 
 
Based upon these cleaned data we applied descriptive analysis. To avoid the impact of extreme values, we 
applied the Grubbs test for outliers based upon standardized Z-score calculated for the ROE, Lever and CFS and so 
extreme values have been neglected in our calculation of the descriptive indicators.  Data have been processed in the 
SPSS 19 statistical software, some minor work has been done with MS Excel. 
3. Results 
Table 1 showed the results and the outliers were eliminated on the basis of the Grubbs test, quartiles are 
highlighted in the table for easier orientation. 
Table 1. Percentiles from indicators. 
ROE Financial leverage CF on sales 
N Valid 706 706 580 
Missing 0 0 1 
 Minimum -5,474 -79,452 -29,546 
Percentiles 10 -,169 -,505 -,122 
20 -,028 1,064 -,043 
25 -,001 1,131 -,025 
30 ,004 1,191 -,014 
40 ,026 1,329 -,001 
50 ,058 1,506 ,001 
60 ,099 1,795 ,010 
70 ,154 2,373 ,032 
75 ,194 2,710 ,044 
80 ,254 3,206 ,061 
90 ,442 6,474 ,129 
Maximum 10,378 76,346 26,600 
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In first step, we describe indicator the ROE (which is EAT / Equity).  It is interesting to look at the values 
enclosing the Table 1, the minimum and maximum. The minimal value of -5.474 (-547.4%) shows quite weak 
performance (and we have already eliminated outliers, if outliers are included, it is -6470.4 %). This message simply 
means that there is a company which lost five and a half equities in 2012 (more precisely 64.7 equities). It is 
definitely not a successful move. Roughly 70% (see 7th decile in Table 1 and compare it with the Mean for ROE) of 
companies is below average. While up to the 3rd quartile the values of ROE are still comparable, the last two deciles 
differ significantly: 25% or 44% for ROE is very high, the maximum is then at 10.378 (1037.8%), which means that 
there is a company which has multiplied its equity more than ten times. If outliers were included, the maximum 
would be 45.08 (450.8%). 
In another steps it is indicator financial leverage (Assets / Equity) that gives us even more interesting results. 
And it is another interesting value is the minimum value (-79.452) which is negative and quite large (in the absolute 
value). Even the first decile is still below zero. The explanation of these negative values can be found through the 
negative equity. More than 10% of SMEs work with negative equity. After 1st decile, the values are more or less 
around 1 up to the 3rd decile (1.191) which increases the leverage by 19%, and further there is the growth of 
leverage at the point 3rd decile and then deciles start to rise (6th decile is 1.795, 7th decile is 2.373, 8th is 3.206) up 
to 6.474 for the 9th decile, where the maximum is 76.346. SMEs in Olomouc region thus use the debit quite 
frequently and without hesitation.  
The last analysed indicator was the CF on sales (CFS). This key performance indicator is not a good 
representation; based upon the 3rd quartile, it is possible to conclude that more than 75% of SMEs have lower CFS 
than the Mean and even the 8th decile (0.061) is not significantly higher than the Mean (0.055). The 9th decile 
(0.129) is still considerably far from the maximum (26.6), and due to the variability, these values are still not 
outliers. 
 To sum up, on the basis of these results, we can conclude that the only key performance indicator which is 
comparable within the SMEs is ROE, the other two key performance indicators are possible to be described while 
using standard statistical description. They are the traditional descriptive tools offered by statistical software can 
give us a certain idea about the region (in our case), however, SMEs are so flexible, variable, and inconsistent that 
we suggest further research using finer stratification of SMEs.  
4. Discussion 
We can state that the variability within the small and medium-sized enterprises among the financial leverage and 
CF on sales is so good that it is difficult to confirm any result as statistically significant. SMEs in Olomouc and 
Prerov are better indicator ROE than other SMEs in the Olomouc region, which means that the relative yield of the 
whole capital are increasing at a profit, is used more foreign capital, which the company is unable to pay, and its use 
increases financial stability of the company. Decreasing KPI from SMEs is pulled down by companies located both 
outside the larger cities and in northern and mountainous parts of the region. Comparison of performance shares is a 
few percentage points, and it means that companies outside the larger cities added less value added than are able to 
add in relevant session segment of small and medium-sized businesses and larger companies in the low-lying region. 
The status of business entities in the market is also affected by the current tax system plus annually few times 
amended by the various tax and related laws. This creates a relatively wide and for entrepreneurs few clear spectrum 
of laws, rules and regulations." As mentioned above, the year 2016 shall be entered in modern history of extensive 
legislative regulations. The amendment to the Accounting Act with effect from 1. 1. 2016 changes the currently 
valid wording of Act no. 563/1991 Coll.  The aim of this amendment is transposition of the European Union 
directive on the annual accounts, the consolidated financial statements and related documents and reports of certain 
types of companies.  
5. Conclucion 
When selecting the reporting period and the sample prevailed effort to show how leading business groups of the 
Olomouc region managed, small and medium enterprises, which are a significant part of the corporate sector and the 
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economy in general. The paper also provided readers with basic knowledge on the planned change in the 
amendment to the Accounting Act of 2016, which will significantly affect the development of enterprises, not only 
in the Olomouc region but throughout the Czech Republic. An important factor in the development of any business 
is the knowledge of accounting and tax issues that are essential for successful business.  
From the conducted analysis resulted unequivocal results, which given in the short time horizon of the analysis is 
not an unusual phenomenon. Dominant position in the segment of small and medium-sized enterprises has the 
smallest group of companies, microenterprises, employing from one to nine persons, which indicates the maturity of 
this segment. The largest representation of small and medium-sized enterprises is in Olomouc, there are  more than 
200 companies concentrated here, followed by the second largest city of Přerov. From the perspective of economic 
activities is in Olomouc strongly represented according to NACE No. 46: Wholesale trade, except of motor vehicles 
it it is strong and whether this proportion will rise with the changes in accounting since 2016 , it is difficult to 
estimate because of the upcoming legislative changes, eg. the introduction of a new categorization entities and 
categorization consolidation groups will be implemented, which will be distinguished, depending on the size of 
assets, net turnover and average number of employees.   
From the perspective of the upcoming accounting changes, we can conclude and recommend a deeper 
investigation of the issue because the analysis did not use all available elementary methods that are in business 
practice routine and obvious from theoretical knowledge: accounting, financial and tax legislation. 
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